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DEPARTMENT oF HEALTH

Protecting, maintaining and improving the health of all Minnesotans

March 3, 2009

The Honorable Linda Berglin

Chair, Health and Human Services
Budget Division

Minnesota Senate

Room 309, State Capitol

75 Rev. Dr. Martin Luther King Jr. Blvd.

Saint Paul, MN 55155-1606

The Honorable John Marty

Chair, Health, Housing, and Family
Security Committes

Minnesota Senate

Room 328, State Capitol

75 Rev. Dr. Martin Luther King Jr. Blvd.

Saint Paul, MN 55155-1606

To the Honorable Chairs:

The Honorable Thomas Huntley
Chair, Health Care and Human

Services Finance Division
Minnesota House of Representatives
585 State Office Bujlding '
100 Rev. Dr. Martin Luther King Jr. Blvd.
Saint Paul, MN 55155

The Honorable Paul Thissen

Chair, Health and Human Services
Committee

Minnesota House of Representatives

351 State Office Building - :

100 Rev. Dr. Martin Luther King Jr. Blvd.

Saint Paul, MN 55155 S

Senate File 3322; section 12 directed the Commissioner of Health to report to the Legislature on
gujdelines and recommendations intended to assure consistency in reporting of administrative expenses
and investment income for heatth plans and county based purchasing entities. In addition, the report.was
to provide recommendations for examining the reasonableness of administrative expenditures for publicly - -

funded health programs.

The Department contracted with Deloitte Consulting LLT to research these issues and provide a written
report of its findings and recommendations. Information was provided by nine entities: three large health
plans; three small health plans; and three county based purchasers. The Executive Summary and the full
Report are enclosed for your review, The key findings and recommendations from this study are:

e Administrative Expenses: There isa wide variation in the methodology used by the six health '
plans and three county based purchasers to allocate administrative expenses. Methods include
direct allocation by product, member months, revenue, claim counts, square footage, and
estimates of staff time and call center statistics. All of these methods are reasonable-ways to- -
allocate certain administrative costs. While some plans used similar methods of allocation, no
two plans used the exact same methodology. Four health plans and one county based purchaser
use direct allocation to a product line as well as other methods of allocation. Although more
sophisticated methods might result in more accurate allocation, enhanced methods would likely
result in increased administrative costs to the plans. :

Based on Deloitte’s review of several possible allocation methods, the report concludes that direct
allocation to specific lines of business is the most accurate, assuming this information.is
available. Expenses that cannot be directly allocated should then be allocated based on
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another method such as claim counts. Reducing the methods allowed to report administrative
expenses will provide more consistency between the plans. Should the Legislature determine that
having consistency across plans is desirable, perhaps a phase-in would allow those plans not
currently using a product line method of allocation to move to that over time, and incur less cost.

e Investment income: There are a variety of methods used by five health plans and the three
county based purchasers to allocate investment income. Methods used are generally simpler than
those used to allocate administrative expenses. Five plans allocate based on revenue, three by
operating or riet income, and one plan uses member months. Deloitte performed an analysis of
annual reports to the Department of Health where investment income was allocated to lines of
business and products using four simple allocation methods: member months; revenue; claims
dollars, and underwriting gains/losses. Deloitte then compared this to the allocation of
investment income used by the plans. The results vary significantly by allocation method for all
plans, and most Hnes of business have extremely large variation. Based on this analysis, the
report recommends allocation of investment income based on cumulative net/operating income
over time by business/product line.

*  Recommendations and costs of developing standards: The third issue addressed in this
Report is to provide recommendations and estimated costs of developing detailed standards and
procedures for examining the reasonableness of administrative expenses by individual publicly
funded program. Should the Legislature adopt the guidelines recommended in the Report, we
would develop detailed standards and procedures as well as a reporting template for use by all -
plans that participate in the publicly funded programs. To conduct this work, we would establish

~ an advisory committee to provide assistance, with representation from the health plans, county
based purchasers, Departments of Human Services and Commerce. We would anticipate the
need to contract with an outside consultant to conduct the work for this project. We anticipate
that this project would cost approximately $100,000 to complete. .

If you have questions or would like to discuss this in more detail, please contact Irene Goldman, Director |
of Managed Care, at 651-201-5166. '

Sincerely,
Sanne Magnan, M.D., Ph.D.
Commissioner

P. 0. Box 64975 |
St. Paul, Minnesota 55164-0975
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Scott Leitz

Assistant Commissioner

Minnesota Department of Health

Freeman Building

625 Robert St. N.

P.O. Box 64975

St. Paul, MN 55164-0975

Re: Administrative Expense Study
Dear Scott:

The following report addresses the findings of our analysis regarding development of guidelines for the
allocation of administrative expenses and investment income by Minnesota health plans and county
based purchasing organizations. We have reviewed the administrative expense allocation methods for
numerous health plans. A description of our analysis and the results are contained in the following report.

As requested our report provides recommendations for developing guidelines for consistent procedures
for allocating administrative expenses and investment income across commercial and public lines of
business and across individual public programs for health plans and county based purchasing plans. Our
report also addresses recommendations and cost estimates for developing detailed standards and
procedures for examining the reasonableness of health plan and county based purchasing plan
administrative expenditures for publicly funded programs.

We would be pleased to provide any additional information and discuss our report. Should you have any
guestions, please feel free to contact Pat at (612) 397-4033 / ppechacek@deloitte.com.

Sincerely,

Deloitte Consulting LLP

fotvcre o= Yo tacote

By:

Patrick Pechacek, Director
Deloitte Consulting LLP

Tel: +1 612 397 4033
Fax: +1 612 692 4033
ppechacek@deloitte.com
www.deloitte.com
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Executive Summary

Background

With the passing of Senate File No. 3322 into law, Section 12 directs the State of Minnesota Department of Health (the
State) to conduct a study and report to the legislature regarding guidelines and recommendations that would allow for
consistent comparison of health plans and county-based purchasing plans administrative expenses and investment
income. Additionally, the State is to provide recommendations as to the steps and costs necessary to develop
standards and procedures for examining the reasonableness of administrative expenses by program and functional
area once those guidelines are adopted. The State has retained Deloitte Consulting LLP (Deloitte Consulting) for
assistance with this study.

The goals of the study are to:

1. Develop guidelines for allocating administrative expenses.
Develop guidelines for allocating investment income.

3. Provide recommendations and cost estimates to develop standards and procedures to examine the
reasonableness of administrative expenses for publicly funded programs.

Worksteps

To conduct this study, we collected and analyzed data and information from several health and county-based
purchasing plans. Currently, the State collects a number of reports that capture administrative expenses at multiple
levels. These reports include information specified by the National Association of Insurance Commissioners (NAIC)
and reporting unigue to the State of Minnesota. We reviewed this information and detailed 2007 reports as part of our
analysis. We also sent a data request and questionnaire to the health plan organizations to obtain additional
information necessary to conduct the study. The study was focused on those plans providing health care services to
commercial and public programs, which narrowed the scope to eleven plans.

Findings

Based on the review of the responses to the data request regarding administrative expense allocation methods being
employed, it is clear that health plan organizations currently utilize a wide variety of allocation methods. Out of the
nine plans which provided information regarding their allocation methods, many of the plans had similar methods or
common themes but no two plans used the exact same methodology. All these methods are generally reasonable.
The wide variance in allocation methods leads to significant differences when comparing expense allocations by
product across the health plan organizations. Additional details are provided in the body of this report.



The chart below provides a high level summary of the administrative expense allocation methods used by nine plans.

2007 Administrative Expense Allocation Methods

Large Plans Offering Both Commercial and Public Programs

Plan A

Plan B

Plan C

Allocation methods include:

member months
weighted member months

direct allocation to a product line

e Overhead costs allocated based
on Headcount and square feet

Operation costs allocated based
on fixed percentages determined

Expenses allocated based on:

claims processed
member months
call center statistics

— claim counts by manager interviews — estimates of staff time
- FTEs ; e Cost center specific functional
~ square footage costs are allocated based on
— Interviews membership counts and claim
counts
Other Plans Offering Primarily Public Programs
Plan D Plan E Plan F

All expenses that can be are
allocated to:

— product line

The remaining expenses are
allocated based on:

— premium revenue

e Expenses allocated based on:

— direct allocation to a product line
— claims expense

e Claims and adjustment expenses
are allocated by cost drivers that
are appropriate for each cost
center.

General administrative expenses
are allocated to line of business
based on a combination of FTEs,
revenue, and member months

County Based Plans Offering Public Programs Only

Plan G

Plan H

Plan |

Allocated based on member
months

o Direct allocation to a product line

using member months

o Allocated based on reported
revenue

Based on the review of the responses to the data request regarding investment income allocation methods being
employed, again it was clear that the health plans are deploying a variety of allocation methods.. The methods used to
allocate investment income are generally simpler than those used to allocate administrative expenses. There was
more consistency among methods being used than demonstrated for the administrative expense allocation. However,
many of the plans allocate investment income based on revenue which has limited correlation to operating income or

earnings.
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general administrative expenses by lines of business and product for the 2007
financial statement.

ii. What is the basis and rationale for this allocation method?

iii. Is this allocation method consistent with that used to complete the statements for
the previous three years? If different, please describe the changes.

iv. Do you anticipate any changes in your allocation method for the 2008 statement?
If so, please describe.

b. Part 3 — Analysis of Expenses:

See “Underwriting and Investment Exhibit”

i. Do you have the capability to provide Part 3- Analysis of Expenses by lines of
business or across individual public programs? If so, would this allocation
method match the current allocation of claims adjustment and general

PP DA SRR URPS- NS, I "1 1 l Y . - -

- See “Exhibit of Net Investment Income” and Minnesota Supplemental Report il

i. How do you allocate investment income across lines of business and individnal

ditrerent, please describe the changes.
iii. Do you anticipate any changes for the 2008 statement in your allocation method?
1f so, please describe.

2. Health Plan Financial and Statistical Report (HPFSR)

[The Minnesota Department of Health (MDH) annually monitors health care expenditures by collecting data from health
plan companies (including commercial insurers, HMOs and other payers). If your company had health care premium
revenue for Minnesota residents, you must submit the Health Plan Financial and Statistical Report (HPFSR) to MDH as
required under Minnesota Statutes section 621.301, subdivision 3, and Minnesota Statules section 62].38.)

a. Indirect Healthcare Expenses:
See “Section 8 of the Health Plan Financial and Statistical Report”

1. Please describe in detail how you currently allocate expenses by functional
area/category for the 2007 financial statement.
ii. What is the basis and rationale for this allocation method?

22



iv.

Vii.

viil.

Do you anticipate any changes for the 2008 statement in your allocation method?
Are all administrative fees, including disease management fees, included in the
Section 8 report? If any administrative fees are not included, please describe.
‘What are the expense items that are included in General administrative expense
category? What percentage of the total “General administrative” expense
category do each of these items represent?

Do you allocate these expense categories by lines of business and product? If so,
please provide detail.

If not, what is your rationale for not allocating by line of business and product.
Please confirm that Section 8 of the Iealth Plan Financial and Statistical Report
corresponds with Analysis of Operations by Lines of Business, lines 19 and 20 of
the Annual Statement.

Thank you in advance for your time, effort, and participation in this important study. Please email
responses to attach.commerce@state.mn.us (secure location) by Tuesday, September 30™. If you have
questions regarding this request, please contact Pete Roverud at Deloitte Consulting LLP
(proverud@deloitte.com, phone 612-397-4670) or Jacqueline Gardner at the Department of Commerce

(jaki.gardner@state.mn.us, phone 651-297-7030).

Sincerely,

Minnesota Department of [ealth Minnesota Department :? mmerce
By i/ )M i = {,uz L
Tltle

Title: bgﬁ / {:'T.Ub/i

/V\ b:i:!'{" (:V) .um)un)
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Appendix C — Summarized Data Request Responses

State of MN Administrative Expense Study

la

Describe the allocation method
used for Claims Adjustment and
general administrative expenses
by lines of business and
product.

What is the basis and rationale
for this allocation method?

Is this consistent with the
allocation method used for
previous 3 years?

Do you anticipate any changes
to the allocation method?

Do you have the capability to
provide Part 3 Analysis of
Expenses by lines of business or
across individual public
programs?

If not, why?

Comments Plan A Plan B Plan C Plan D Plan E Plan F Plan G Plan H Plan |
Allocation methods for Claims Adjustment and |Allocation methods include: Overhead costs allocated Expenses allocated based  |All expenses that are can be |Expenses allocated based Claims and adjustment Expenses allocated based on: |Expenses allocated based Expenses allocated based
General Administrative Expenses: o direct allocation to a product line based on: on: allocated to: on: expenses are allocated by  |* member months on: on:

* Member months (6 plans)

* Direct allocation to product line (4 plans)
* Claim information (4 plans)

* Revenue (3 plans)

*Note: many plans use more than one
allocation method.

* Most large plans use a hierarchal system to
determine cost driver used for each expense.
* Smaller plans rely on one cost driver for all
expenses.

* member months

¢ weighted member months
* claim counts

® FTE's

 square footage

* interviews

* Headcount

® square feet

Operation costs allocated
based on:

« fixed percentages
determined by manager
interviews

Cost center specific functional
costs are allocated based on:
* membership counts

* claim counts.

o claims processed

* member months

* call center statistics

* estimates of staff time

® product line

The remaining expenses are
allocated based on:

* premium revenue

« direct allocation to a
product line
 claims expense

cost drivers that are
appropriate for each cost
center. General
administrative expenses are
allocated to LOB's bases on
a combination of:

® FTE's

¢ Revenue

* member months

« direct allocation to a
product line
* member months

* reported revenue

The most common rationale for allocation
method is using the most accurate, efficient
cost driver available.

The basis is a comprehensive administration
model which allocates those costs across the
product lines that are disclosed on the
statutory filings.

This method allows the plan
to expense the best available
cost driver.

Interviews with
management about best
allocation statistics.

Premium revenue is the
basis because Ucare
believes it is the most
reasonable and cost

When not possible to
allocate based on product,
costs are spread equally to
each product based on

This method applies a fair
and accurate measure of
allocation.

The majority of systems,
vendor contracts, rent, utilities,
etc. benefit all lines of business
equally.

When not possible to
allocate based on product,
costs are spread equally to
each product based on

Revenue is closely
proportionate to the actual
incurrence of expenses by
line of business.

efficient method. claims expense. membership.
All plans have used the same allocation Yes Yes Yes Yes Yes Yes Yes Yes Yes
method for the past 3 years.
Only one plan has considered changing the No No No No No Perhaps, the plan evaluates |No No No
allocation method that will be used next year. the allocation basis for
validity every year.
* 6 plans have the capability to provide Part 3 |No Yes, the allocation method No Yes, the allocation method |Yes, the allocation method |Yes, the allocation method |No Yes, the allocation method |Yes, the allocation method

Analysis of Expenses by LOB or access
individual public programs

* The allocation method used would match the
current allocation method used for claims
adjustment and general administrative
expenses for 5 of the 6 plans.

* 4 plans do not have the capability

would match the current
allocation method for claims
adjustment and general
administrative expenses.
However, would be different
as splits between lines 19 and
20 on page 7 of the annual
statement.

would match the current
allocation method for claims
adjustment and general
administrative expenses.

would match the current
allocation method for claims
adjustment and general
administrative expenses.

would match the current
allocation method for claims
adjustment and general
administrative expenses.

would match the current
allocation method for claims
adjustment and general
administrative expenses.

would match the current
allocation method for claims
adjustment and general
administrative expenses.

Reasons plans don’t have the capability to
provide Part 2 Analysis of Expenses by LOB or
access individual public programs:

* Don’t have systems in place

« Difficult process

 Believe that a functional view is more
meaningful than a LOB view

Has the capability to breakdown
administrative expenses by function, but not
by product line. They believe a functional view
provides more meaningful information.

N/A

Does not have the systems
in place to provide this
information.

N/A

N/A

N/A

It would be difficult to get an
exact or accurate split of
expenses.

N/A

N/A
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State of MN Administrative Expense Study

Describe the allocation of

investment income across lines

of business and individual

products in the 2007 Minnesota

Supplemental Report #1.

Is this consistent with the
allocation method used for
previous 3 years?

Do you anticipate any changes
to the allocation method?

Describe the allocation of

expenses by functional area for

the Health Plan Financial
Statistical Report.

What is the basis and rationale
for this allocation method?

Is this consistent with the
allocation method used for
previous 3 years?

Do you anticipate any changes
to the allocation method?

Comments Plan A Plan B Plan C Plan D Plan E Plan F Plan G Plan H Plan |
Allocation methods of investment income Based on cumulative net income or net loss of |Pro rata based on revenue Based on adjusting Based on a blended Based on ratio of each No Response Percentage of total member Based on capitation revenue|Pro rata share based on
across LOB and products in the 2007 that product line since that product has been operating income for percentage of a product products' premium to the months for each line of received for each program. |revenue
Minnesota Supplemental Report #1: offered applied against averaged rate of return current year, with line's revenue with the total premium (revenue) business
* Revenue (5 plans) on investment portfolio for that year investment income on the |percentage of that product
* Operating income (2 plans) prior years' surplus line's 3 year average
* Member months (1 plan) classified as "other". earnings.
Allocation method consistent with previous 3 |Yes No, prior years' allocation was |Yes Yes Yes No Response Yes No. 2006: 50/50 between |Yes
years? based on an estimated cash the two programs with
 Yes: 7 plans flow analysis for each line of greatest revenue. 2005:
* No: 2 plans — Reasons include new programs, business multiplied by the 100% to plan with with the
previously used CF analysis multiplied by average t-bill rate. greatest revenue
average T-bill rate
No plans expect any changes to the allocation |No No No No No No Response No No No

method next year.

Allocation methods of functional area for 2008
financial statement:

 Salary — employee job duties, departmental
head counts (4 plans)

* Other Expenses — internal reports (3 plans)

* By department/functional area (5 plans)

* By cost centers (2 plans)

*Note: many plans use more than one
allocation method

Map each accounting unit to a functional area.
They do not allocate accounting units to
multiple functional areas.

Expenses initially recorded in
cost centers based on metrics
such as headcount, square
feet, etc. Expenses for cost
centers performing work over
multiple functions are
allocated based on a fixed
percentage based on cost
center manager interviews.

Based on the activities
performed within the
individual departments

Based on the activities
performed within the
individual departments.
Expenses are downloaded
by department and
categorized by
compensation and all other
expenses.

Uses cost centers that are
set-up to mirror those
expense categories included
in the HPFSR

Based on employee
departmental headcounts
and an estimated amount of
time the department
employees spend on the
functional categories.

Salary is allocated by a direct
relationship to the job duties,
claims processor salaries are
allocated to the Claims
Processing expense category,
other non-salary indirect
expenses are allocated based
on the corresponding expense
category

Use departmental financial
reports to allocate expenses
to the functional areas

Salary and benefits are
allocated based on
employee's responsibilities;
other expenses are
allocated based on contract,
invoice and/or expense
forms that document the
purpose of the expense

The most common rationale for allocation
method is conducting internal interviews or
reviews.

Does not allocate Indirect Healthcare expense
to the functional area. Itis a direct one-to-one
relationship between accounting units and
functional area.

Allows for each cost center's
expenses to be identified to a
functional area with the intent|
of using the best available

Annual reviews of cost
center activity with
departmental management

Annual reviews of cost
center activity with
departmental management

This method is used except
for a few exceptions in the
fiscal services, general
administration, and ASO

Most cost effective and
efficient manner to derive
the functional categories
and meet the report

Best representation of our
administrative costs

Accumulate financial
information by product and
functional area for external
and internal reporting

The method is accurate and
administratively simple.

method areas. requirements.
All plans have used the same allocation Yes Yes Yes Yes Yes Yes Yes Yes Yes
method for the past 3 years.
No plans expect any changes to the allocation |No No No No No No No No No

method next year.
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State of MN Administrative Expense Study

A

s

viii

Are all administrative fees
included in the Section 8
report? If any are excluded,
explain.

What are the expense items
included in General
Administrative expense and the
percentage of total General
Administrative expense that
they represent?

i Do you allocate these expense

categories by lines of business
and product? If so, explain.

If not, what is your rationale?

Does section 8 of the Health
Plan Financial and Statistical
Report correspond with
Analysis of Operations by Lines
of Business, lines 19 and 20 of
the Annual Statement?

Comments

Plan A

Plan B

Plan C

Plan D

Plan E

Plan F

Plan G

Plan H

Plan |

All plans include all administrative fees in the
Section 8 Report except Medica. They don't
include outsourced medical management fees
because these are allocated to medical
expense.

Yes

No, outsourced medical
management fees are not
included as they are
classified as medical
expense

Yes

Yes

Yes

Yes

Yes

Most common significant categories:
 Salaries /Benefits

« Information Technology/Systems

* Real Estate/Rent/Utilities

* Departmental

57% - Information Services

14% - Administration Building Costs
6% - Dental Plan Administration

6% - Finance

4% - Presidents Division

42% - Legal/Executive/Other
Corporate

16% - All Other

13% - Drug Claim Processing
10% - Finance/Accounting

36.7% - Information systems
24.3% - Exec.
Mngt./Support

18.2% - Facilities

15.0% - Human

These expenses include :
* general finance

¢ human resources

« facilities expenses
They represent

Salary Expenses:
67% - General
Administrative
28% - Information
Technology

38% - Salaries/Wages/
Benefits

23% - Auditing/
Actuarial/Consulting
11% - Contracted Staff

Expenses in the General
Category include:

* Rent/Utilities

* Paper

* Computers

19.2% - Salaries/Benefits
18.4% - Interest Expense
12.9% - Consulting Services
11.3% - Depreciation

5.8% - Actuarial Services

35% - Salaries/benefits
13% - Committee & Board
Meetings

10.5% - Office Operations
9.3% - Liability Insurance

(Accounting/Actuarial/Consulting/Finance/HR/ |4% - Legal 10% - IS Support resources/Payroll approximately 70% of 5% - ASO Business 9% - Marketing/Advertising | Office supplies 5.5% - Telephone Expense |Coverages
Legal) 4% - Human Resources 9% - Real Estate 5.8% - Legal general administrative total 8% - Rent * Cleaning 4.1% - Auditing Fees 7.6% - Staff Education
3% - Health Informatics expenses. Other Expenses: 4% - Commissions Plan has not assigned any 22.8% - All Other 4.9% - Errors and Omissions
2% - All Other 44% - General 7% - Other percentages to the items. Coverage
Administrative 4.7% - Consulting
84% - Information 4.7% - Employee
Technology recruitment
-28% - ASO Business 4.4% - Bank Fees
(revenue offsets other 5.9% - All Other
expenses)
Do you allocate these expense categories by |No Yes, the allocation methodis |No No Yes, expenses are allocated |Yes, the allocation method |No Yes, expenses are allocated |No

lines of business and product?

* No: 5 plans

* Yes: 5 plans — 3 plans allocate by member
months, 2 plans allocate by claim information

the same method used in
la.i.

to LOB based on a
Percentage of Claims paid.

is the same method used in
la.i.

to products based on the
number of member months.

Rationale for not allocating these expense Maps each accounting unit to a functional N/A Extensive efforts would be |Multiple layers of allocation |N/A N/A The only line of business N/A Economies of scale,
categories by lines of business and product? area. They do not allocate accounting units to required to include that would not provide a reported on the HPFSR is administrative efficiency,
« Difficult process multiple functional areas. level of detail in the format |meaningful reflection of the Minnesota Public Programs. and the nature of the
* Wouldn't provide meaningful information needed of this report. by product expense. Since only one line of business business
 Inefficient is reported, allocation is not

necessary.
Does Section 8 of the HPFSR correspond with  |No, they do not correspond due to: No, they correspond except |Yes No, they correspond except |No, they correspond except |Yes No, do not report data on the |Yes Yes

Analysis of Operations by LOB?

® Yes: 5 plans

* No: 5 plans (reasons specific to each
company)

o Third party admin. operational costs
* Expenses related to certain other related
activities

that Section 8 is adjusted to
represent expenses only
related to Minnesota
enrollment.

for the reporting of revenue
and costs associated with
Administrative Services Only
business.

for $535,905 of expense for
other taxes and
assessments which is
reported in Section 9 of the
HPFSR.

Analysis of Operations by LOB
on the Annual Statement, as
the only LOB is Minnesota
Public Programs. Therefore,
they do not need to
differentiate on the Analysis
report.
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< Name of HMO >
Minnesota Supplement Report #1

STATEMENT OF REVENUE, EXPENSES AND NET INCOME

For the Year Ending December 31, 2007
Public Information, Minnesota Statutes § 62D.08

NAIC # | NAIC Descritption 1 2 3 4 5 6 7 8 9 10 11 12 13 14
As found on page 4 of the Annual Statement General Other:
Non-Minnesota MN Disability Assistance Prepaid Medical
Products Total Minnesota MN Senior Health | Health Options Medical Care Assistance Administrative
NAIC Totals (Eliminations) Products Commercial Medicare + Choice] Medicare Cost | Options (MSHO) (MDHO) (GAMC) Program (PMAP) MNCare Dental Please Specify Services Only
1 Member Months
REVENUES:
2 Net Premium Income _(including $ non-health premium income)
3 Change in unearned premium reserves and serve for rate credits
4 Fee-for-service (netof $ medical expenses)
5 Risk revenue
6 Aggregate write-ins for other health care related revenues (Line 699) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
7 Aggregate write-ins for other non-health revenues (Line 799) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
8 TOTAL REVENUES (Lines 2 through 7) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
EXPENSES:
9 Hospital/medical benefits
10 Other professional services
11 Outside referrals
12 Emergency room and out-of-area
13 Prescription drugs
14 Aggregate write-ins for other hospital and medical expenses (Line 1499) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
15 Incentive Pool and Withhold Adjustments
16 TOTAL EXPENSES (Lines 9 through 15) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
LESS
17 Net reinsurance recoveries
18 Total hospital and medical (Lines 16 minus 17) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
19 Non-health claims
20 Claims adjustment expenses
21 General administrative expenses
22 Increase in reserves for life, accident and health contracts
(including $ increase in reserves for life only)
23 Total underwriting deductions (Lines 18 through 22) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
24 Net underwriting gain or (loss)(Lines 8 minus 23) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
25 Net investment income earned
26 Net realized captial gains or (losses)
27 Net investment gains or (losses)(Lines 25 plus 26) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
28 Net gain or (loss) from agents' or premium balances charged off
29 Aggregate write-ins for other income or expenses (Line 2999) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
30 Net income or (loss) before federal income taxes
(Lines 24 plus 27 plus 28 plus 29) NR NR NR NR NR NR NR NR NR NR NR NR NR NR
31 Federal and foreign income taxes incurred
32 Net income (loss) (Lines 30 minus 31) NR NR NR NR NR NR NR NR NR NR NR NR NR NR

28



Appendix E — Analysis of Operations by Line of Business Report

ANALYSIS OF OPERATIONS BY LINES OF BUSINESS

1 2 3 4 5 6 7 8 9 10
Comprehensive
(Hospital & Medicare Federal Employees | Title XVIII Title XIX Other
Total Medical) Supplement | Dental Only| Vision Only | Health Benefit Plan| Medicare Medicaid |Other Health| Non-Health
1.  Net premium income - - - - - - - - - -
2. Change in unearned premium reserves and reserve for rate credit - - - - - - - - - -
3. Fee-for-service (net of $...medical expenses) - - - - - - - - - XXX
4. Risk revenue - - - - - - - - - XXX
5.  Aggregate write-ins for other health care related revenues - - - - - - - - - XXX
6. Aggregate write-ins for other non-health care related revenues - XXX XXX XXX XXX XXX XXX XXX XXX -
7. Total revenues (Lines 1 to 6) - - - - - - - - - R
8.  Hospital/medical benefits - - - - - - _ _ - XXX
9.  Other professional services - - - - - - - - - XXX
10. Outside referrals - - - - - - - - - XXX
11. Emergency room and out-of-area - - - - - - - - - XXX
12. Prescription drugs - - - - - - - - - XXX
13. Aggregate write-ins for other hospital and medical - - - - - - - - - XXX
14. Incentive pool, withhold adjustments and bonus amounts - - - - - - - - - XXX
15. Subtotal (Lines 8 to 14) - - - - - - - - - XXX
16. Netreinsurance recoveries - - - - - - - - - XXX
17. Total hospital and medical (Lines 15 minus 16) - - - - - - - - - XXX
18.  Non-health claims (net) - XXX XXX XXX XXX XXX XXX XXX XXX -
19. Claims adjustment expenses including $...cost containment expenses - - - - - - - - - -
20. General administrative expenses - - - - - - - - - -
21. Increase in reserves for accident and health contracts - - - - - - - - - XXX
22. Increase in reserves for life contracts - XXX XXX XXX XXX XXX XXX XXX XXX -
23. Total underwriting deductions (Lines 17 to 22) - - - - - - - - - -
24. Net underwriting gain or (loss) (Line 7 minus Line 23)
DETAILS OF WRITE-INS
0501. - - - - . - - . . XXX
0502. - - - - - - - - - XXX
0503. - - : - . - - . . XXX
0598. Summary of remaining write-ins for Line 5 from overflow page - - - - - - - - - XXX
0599. Totals (Lines 0501 through 0503 plus 0598) (Line 5 above) XXX
0601. - XXX XXX XXX XXX XXX XXX XXX XXX -
0602. - XXX XXX XXX XXX XXX XXX XXX XXX -
0603. - XXX XXX XXX XXX XXX XXX XXX XXX -
0698. Summary of remaining write-ins for Line 6 from overflow page - XXX XXX XXX XXX XXX XXX XXX XXX -
0699. Totals (Lines 0601 through 0603 plus 0698) (Line 6 above) XXX XXX XXX XXX XXX XXX XXX XXX -
1301. - - - - - - - - - XXX
1302. - - - - . - - . . XXX
1303. - - - - - - - - - XXX
1398. Summary of remaining write-ins for Line 13 from overflow page - - - - - - - - - XXX
1399. Totals (Lines 1301 through 1303 plus 1398) (Line 13 above) XXX
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Appendix F — Underwriting and Investment Exhibit, Part 3 — Analysis of

Expenses
UNDERWRITING AND INVESTMENT EXHIBIT
PART 3 - ANALYSIS OF EXPENSES
Claim Adjustment Expenses 3 4 5
1 2
Cost Other Claim General
Containment | Adjustment | Administrative | Investment
Expenses Expenses Expenses Expenses Total

1. Rent (S...for occupancy of own building) - - - - B
2. Salaries, wages and other benefits - - - - R
3. Commissions (less S...ceded plus $...assumed) - - - - -
4. Legal fees and expenses - - - - -
5. Certifications and accreditation fees - - - - -
6. Auditing, actuarial and other consulting services - - - - -
7. Traveling expenses - - - - -
8. Marketing and advertising - - - - -
9. Postage, express and telephone - - - - R
10. Printing and office supplies - - - - -
11. Occupancy, depreciation and amortization - - . - -

[y
N

. Equipment
. Cost or depreciation of EDP equipment and software
. Outsourced services including EDP, claims, and other services
. Boards, bureaus and association feeds
. Insurance, except on real estate
. Collection and bank service charges
. Group service and administration fees
. Reimbursements by uninsured plans
. Reimbursements from fiscal intermediaries
. Real estate expenses
. Real estate taxes
. Taxes, licenses and fees:
23.1 State and local insurance taxes
23.2 State premium taxes
23.3 Regulatory authority licenses and fees
23.4 Payroll taxes
23.5 Other (excluding federal income and real estate taxes)
24. Investment expenses not included elsewhere
25. Aggregate write-ins for expenses
26. Total expenses incurred (Lines 1 to 25)
27. Less expenses unpaid December 31, current year
28. Add expenses unpaid December 31, prior year
29. Amounts receivable relating to uninsured plans, prior year
30. Amounts receivable relating to uninsured plans, current year
31. Total expenses paid (Lines 26 minus 27 plus 28 minus 29 plus 30)

NNNNRRRRR B
WNERELPOWLOWNOU MW

DETAIL OF WRITE INS

501.

502.

503.

598. Summary of remaining write-ins for Line 25 from overflow page
599. Totals (Lines 2501 through 2503 + 2598) (Line 25 above)

(a) Includes management fees of $...to affiliates and $...to non-affiliates.
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App

endix G — Net Investment Income Report

EXHIBIT OF NET INVESTMENT INCOME

1
Collected
During Year

2
Earned

During Year

1

O 00 N O U1 A W

10.

. U.S. Government bonds

1.1 Bonds exempt from U.S. tax

1.2 Other bonds (unaffiliated)

1.3 Bonds of affiliates

2.1 Preferred stocks (unaffiliated)
2.11 Preferred stocks of affiliates

2.2 Common stocks (unaffiliated)
2.21 Common stocks of affiliates

. Mortgage loans

. Real estate

. Contract loans

. Cash, cash equivalents and short-term investments
. Derivative instruments

. Other invested assets

. Aggregate write-ins for investment income

Total gross investment income

11.
12.
13.
14.
15.
16.
17.

Investment expenses

Investment taxes, licenses and fees, excluding federal income taxes
Interest expense

Depreciation on real estate and other invested assets

Aggregate write-ins for deductions from investment income

Total deductions (Lines 11 through 15)

Net investment income (Line 10 minus Line 16)

DETA

0998
0999

ILS OF WRITE-INS

0901.
0902.
0903.

. Summary of remaining write-ins for Line 9 from overflow page
. Totals (Lines 0901 through 0903) plus 0998 (Line 9, above)

1598
1599

1501.
1502.
1503.

. Summary of remaining write-ins for Line 15 from overflow page
. Totals (Lines 1501 through 1503) plus 1598 (Line 15, above)
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Appendix H — Section 8 of Health Plan Financial and Statistical Report

#N/A

S e .. Ofther than forsalary and
Only for salary and benafits _bengfits of central office
-.of central office staff not . * staff not providing direct
providing direct patient care: -2:. -7 patient care .7

General instructions

Total indirect Health Care
Expense {by category)

Indirect Expense Cateqory Salaries and Benefits Other Expense

Billing and Enrellment
Claim Processing

Detection and Pravention of Fraud

Customer Service

Product Management and Marketing

Underwriting

Regulatory Compliance and
Government

Lobbying

- Provider Relations and Contracting

Quality Assurance and Utilization
Management

Wellness and Health Education

Research and Product Development

Charitable Contributions

General Administration

Total Indirect Health Care Expenses|

Please pul taxes and assessmentson lhese two iines only. Do
not include these taxes in the total indirect expénses above, . :

MinnesgtaCare Tax

Other Taxes and Assessments

2007 Incurred 2007 Payments g S
Report any capital costs incurred

Capital Costs on Behalf of a Hogpital . ®PO C ! ;
this'calendar year and any capital

r Clinic ; el Al
oLtl " payments made this calendar
Capital Acquisitions ‘Depreciation associated |

with thesg capital expenses are
Other Capital Costs reported above as part of 17
Total Capital Expenditures

organizational expenses.

You have reached the end of the HPFSR. Reports Are Due no later than April 1, 2008.
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Appendix I — Sample Report by Individual Program and Functional Area

Sample Supplemental Report of Expenses by
Functional Area For the Year Ending Decembr
31, 2008

Total Indirect Health Care Expense (by category)

1 2 3 4 5 6 7 8 9 10 11 12 13 14
Non-Minnesota MN Senior MN Disability General Prepaid Medical Other:
Products Total Minnesota Medicare + Health Options | Health Options Assistance Assistance - Administrative
NAIC Totals (Eliminations) Products Commercial Choice Medicare Cost (MSHO) (MDHO) Medical Care Program MNCare Dental Please Specify | Services Only

Category/Functional Area

Billing and Enrollment

Claim Processing

Detection and Prevention of Fraud

Customer Service

Product Management and Marketing

Underwriting

Regulatory Comliance and Government

Lobbying

Provider Relations and Contracting

Quality Assurance and Utilization Management

Wellness and Health Education

Research and Product Development

Charitable Contributions

General Administration

Total Indirect Health Care Expenses
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